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ABSTRACT

This thesis investigates the effects of China entering
the Wrld Trade Organization on the United States' wrel ess
t el econmuni cation industry. This thesis explores whether
the American wireless telecom industry wll benefit from
China's accession into the WO The wor ki ng hypot hesi s of
the thesis is that American wireless tel ecom conpanies wl|
receive far-reaching economc benefit from China's entry
into the WO Additionally, this thesis explores the
effects the entry in the WIO wll have on China' s telecom
policy toward allowi ng foreign conpanies to own and operate
parts of the wreless tel ecom network.
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. 1 NTRODUCTI ON

A BACKGROUND

China's fifteen-year effort to join the Wrld Trade
Organi zation (WO ended on Decenber 11, 2001 when China
becanme an official nenber of the WO Chi na negoti ated
bilateral agreenents wth each existing nenber as a
requirenent to join the WO The long-awaited bilateral
WO agreenment with the United States was finalized on 15
Novenber 1999 and paved the way for Congress to grant
permanent nornmal trade relations (fornmerly known as "nost
favored nation (MFN)" trading status) to China starting on
1 January 2002, which was another inportant step toward
China's WO accessi on.

Beginning with President's Nixon's visit to China in
1972 and Deng Xi aoping's push toward market economcs in
the 1980s, the WO is the nobst inportant mlestone in
China's integration with the world and will have a profound
inmpact on China's telecommunication (telecon) industry.
China's entry into the WO wll no doubt alter current
Chi nese telecom policy against allowing foreign countries
to own or operate parts of the telecom network in order to
becone conpliant under WO regul ati ons.

Furthernore, Anerican w reless telecom conpanies wl|
likely benefit from China's entry in the WO due to the
[ifting of tariffs inposed on the U S. telecom products
prior to China's entry into WO Additionally, current
tariffs will be elimnated by 2005 under the bilateral

agreenent reached between the United States and China.



B. AREA OF RESEARCH
This thesis investigates the effects of China entering
the WO on the US. wreless telecom industry. o

particular interest, this thesis explores whether the U S.

wireless telecom industry wll benefit from China's
accession into the WO The working hypothesis of the
thesis is that U S wreless telecomconpanies wll receive

far-reaching econom c benefit from China's entry into the
WI'O. Additionally, this thesis explores the effects the
entry in the WIOw ||l have on China' s tel ecom policy toward
allow ng foreign conpanies to own and operate parts of the
net wor k.

This thesis consists of five chapters, including this
i ntroducti on. Chapter Il provides background information
on the WIO from its beginnings in the failed attenpt to
create an International Trade Oganization to the five
functions laid out in the WO charter. This chapter then
di scusses why it took China 15 years to becone part of the
WO. The third and nost inportant section in this chapter
| ooks at the telecom commtnents China nmade as a precursor
to joining the WO Particular enphasis is given to

China's scheduled commtnents on its nobile telecom

i ndustry. Lastly, Chapter |1 addresses what WO accessi on
means to China.

Chapter 11l surveys the historical evolution of
Chinese telecom policy toward foreign involvenent. I t

breaks down Chi nese telecom policy into five tine periods.
Particular enphasis is given to the pre-1949 and post-1998
sections. The pre-1949 section recounts foreign conpanies’
abuse of the Chinese telecom industry, which subsequently
|l ead to a xenophobic stance and ban on foreign invol venent.

Lastly, the post-1998 section denonstrates the dramatic
2



change in Chinese telecompolicy toward foreign invol venent
and the commtnments China agreed to as part of the United
States and China bilateral agreenent in Novenber 1999,
whi ch hel ped pave the way for China to join the Wrld Trade
Organi zation (WO .

Chapter 1V explores the inpact China's joining the WO
has had on U S. wireless telecom conpanies. Several of the
U S. telecom conpanies are examned with respect to what
type and amount of contracts they are receiving in China.
This chapter assesses whether the U S. conpanies are truly
benefiting from China entry into the WO and whether the
commtnents China nmade as part of the WO accession
agreenment are only superficial. Finally, Chapter V offers
a summary of principal conclusions and considers the
security inplications for China by allowing foreign
conpanies to own part of China's telecom network. Lastly,
Chapter V wll sunmarize the answers to the research
guesti ons.

C. SCOPE OF THESI S

This thesis attenpts to limt the scope of this
potentially broad topic by exploring the effects of China
entering the WO on the US. wreless teleconmunication
i ndustry. It does not explore the effects on other
countries' industries. Additionally, it focuses only on
the wireless telecomindustry and not other industries that
mght fall under the telecomunications realm or WO
Lastly, this thesis examnes the effects of China's
t el econmuni cation policy of allowing foreigners to own and
operate part China's telecom infrastructure and the
security inplications associated with the change.



D. RESEARCH QUESTI ONS

There is one primary and three secondary research
guestions this thesis addresses. The primary research
question is whether the U S wreless telecomindustry wll
benefit from China's accession into the WO Even though
it has been less than two years since China entered the WO
and many future effects have not been realized, this thesis
attenpts to nmeasure the benefit to U S. tel ecom conpani es.
The first of the secondary questions is what are the
security inplications of China allowing foreign conpanies

to own part of its network? Another secondary question is

whet her accession into the WIO wll change China telecom
policy toward foreign involvenent? The |ast secondary
guestion asks which U S. wireless telecom conpanies wll be

af fected nost by China's accession into the WO?



1. CH NA AND THE WO

A. | NTRODUCTI ON

China's fifteen-year effort to join the Wrld Trade
Organi zation (WO ended on Decenber 11, 2001 when China
becane an official nmenber of the WIO.1 No other country's
accession into the WO was as controversial or as
prol onged. China negotiated bilateral agreenents with each
existing nmenber as a requirenent to join the WO The
| ong- awai ted bilateral WO agreenent between China and the
United States was finalized on Novenmber 15, 19992 and paved
the way for Congress to grant permanent normal trade
relations (formally known as "nobst favored nation" trading
status) to China starting in January 1, 20023 which was
anot her inportant step to China's WO accessi on.

Per haps the nost remarkabl e breakthrough in the China
WO accession negotiations cane wth China' s acceptance of
substantial |iberalization commitnents in tel ecom services.
It is inmportant to point out just how nmuch of a sticking
point this aspect of the negotiations had been. As |ate as
1998, Chinese negotiators were indicating that it was
unrealistic to expect China to mke any significant
conm tnents respecting market access to telecom services.*4
Subsequently, China had shown a Ilittle flexibility in

al l owi ng some market access in a limted nunber of cities.

1 The Wro Honepage,
http://ww. wt o.org/english/thewto_e/whatis_e/tif_e/org6_e.htm
I nternet; accessed 21 January 2002.
2 The \Wite House Homepage,
htt p: // ww. whi t ehouse. gov/ news/ rel eases/ 2001/ 12/ 20011227-1. htm ;
Internet; accessed 21 January 2002.
3 Ibid.
4 Ostry, Sylvia, China and the Long March to d obal Trade: The

accession of China to the World Trade Organi zati on (New York,
NY: Rout | edge, 2002), pg 80.
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However, after Premer Zhu Rongji's visit to Washington in
April 1999, China for the first tinme nmade significant
commtnents to open up its telecom industry, which allowed
the bilateral agreenent to becone possible.> W t hout
concessions from the Chinese regarding the telecom
i ndustry, few people think the omi-inportant bilateral
agreenment between China and United States could have becone
reality.

This chapter first provides background information on
the WIO fromits beginnings in the failed attenpt to create
an International Trade Organization, to the five functions
laid out in the WO charter. Next, this chapter discusses
why it took China 15 years to becone part of the WIO. The
third and nost inportant section in this chapter |ooks at
the telecom commitnents China nmde as a precursor to
joining the WO Particul ar enphasis is given to China's
scheduled conmitnents on its nobile telecom industry.
Lastly, this chapter addresses what WO accession nmeans to
Chi na.

B. THE WORLD TRADE ORGANI ZATI ON

The World Trade Organization was created on 1 January
1995 and nmarked the biggest reform of international trade
since Second World War.6 The WO had its beginnings in the
failed att enpt to Create an I nt er nati onal Tr ade
Organi zation (I TO as part of the 1947 General Agreenent on
Tariffs and Trade (GATT).7” Up to 1994, the trading system

5 | bi d.

6 The Wro Homepage,
http://ww. wto.org/english/thewto_e/thewmto_e.htm Internet; accessed 21
January 2002.

7 Pani t chpakdi, Supachai and Mark L. Clifford China and the WIO
Changi ng Chi na, Changi ng World Trade (Singapore: John Wley & Sons
(Asia) Pte Ltd, 2002), pg 55.
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cane under GATT, which was salvaged from the aborted
attenpt to create the 1TO 8

From 1948 to 1994, the GCeneral Agreenent on Tariffs
and Trade (GATT) provided the rules for much of world trade
and saw sone of the highest growth rates in international
comerce during those periods.® It seemed well established,
but throughout those 47 years, it was only a tenporary
agr eenent . The original intention was to create a third
institution handling international economc cooperation,
paralleling the Wrld Bank and the International Monetary
Fund. 10

The plan envi sioned by over 50 countries was to create
an International Trade Organization (ITO as a specialized
agency of the United Nations. However, the draft |1TO
Charter was too anbitious. It extended way beyond world
trade disciplines to include rules on enploynent, comrodity
agreenents, restrictive business practices, international
i nvestment, and services.1! Even before the charter was
finally approved, 23 of the 50 participants decided in 1946
to negotiate to reduce and bind custons tariffs.12 Wth the
Second World War only recently ended, they wanted to give
an early boost to trade l|iberalization and to begin to
correct the |egacy of protectionist neasures that renmained
in place fromthe early 1930s.

This first round of negotiations resulted in 45,000

tariff concessions affecting $10 billion of trade, about
8 | bi d.
9 Ibid., pg 56.
10 | bi .

11 The wWro Homepage,
http://ww. wto.org/english/themto_e/thewto_e.htny Internet; accessed 21
January 2002.

12 | pjg.



one-fifth of the world s total.13 The 23 countries also
agreed to accept sone of the trade rules of the draft ITO
Charter. They believed this should be done tenporarily in
order to protect the value of the tariff concessions they
had negoti ated.14 The conbi ned package of trade rules and
tariff concessions becane known as the General Agreenent on
Tariffs and Trade signed in 1947, entered into effect in
January 1948, while the |1TO Charter was still being
negotiated.1> The 23 participating nenbers becane founding
GATT nenbers, officially known as “contracting parties”.16

Al though the ITO Charter was finally endorsed at a UN
Conf erence on Trade and Enpl oynent in Havana in March 1948,
ratification I n sone nat i onal | egi sl atures proved
i npossi bl e.1” The npbst serious opposition was in the US
Congress, even though the U S. governnent had been one of
the driving forces. In 1950, the U S. governnment announced
that it would not seek Congressional ratification of the
Havana Charter, and the |ITO was effectively dead. Even
though it was tenporary, the GATT renmained the only
multilateral instrunment governing international trade from
1948 wuntil the WO was established in 1995. The WO
currently has 146 nenbers as of 4 April 2003 and has
another 30 trying to get in.18

The principal objectives of the WO include the
raising standards of [living, ensuring full enploynent,
expandi ng production and trade, and allow ng optinmal use of

13 | pid.
14 | pj 4.
15 | pid.
16 | pj 4.
17 pi g.
18 | pi 4.



the world's resources.19 Additionally, the WO applies to
production of and trade in services (GATT only spoke of
goods) and it states the objective of sustainable
devel opnent to "seek both to protect and preserve the
environnent."20  Furthernore, the WO recognizes the need
for positive efforts to ensure that developing countries
"secure a share in international trade commensurate wth
t he needs of their econom c devel opnent."21 The way the WO
achi eves these objectives is simlar to the way the GATT
achi eved t hem t hr ough “reciprocal and nmut ual |'y
advant ageous arrangenents directed to the substantial
reduction of tariffs and other barriers to trade and to the
elimnation of discrimnatory treatnent in international
trade rel ations."?22

The WO basically has five functions laid out in its
charter. First, and nost broad, is to "facilitate the
i npl enentati on, admnistration, and operation, and further
the objectives, of this Agreenent and of the Miltilateral
Trade Agreenents"” and also to "provide the framework for
the inplenmentation, admnistration and operation of the
Plurilateral Trade Agreenents."23 Second, the WIOis to be
a negotiating forum The third and fourth functions of the
WO are to adm nister the arrangenents for the settlenents
of disputes that nay arise between nenbers of the WO and
for the review of trade policies.?* Finally, the WIOis to

co-operate with the International Mnetary Fund and the

19 | pi 4.
20 | pj 4.
21 | pjd.
22 | pj d.
23 | pj d.
24 | pj d.



Wrld Bank "with a view to achieving greater coherence in
gl obal econom c policynmaking."25

The WO Agreenment provides for two ways of becoming a
Menber  of the organizati on. The first "origi nal
menber shi p” covers the situation of governnents which were
contracting parties to the old GATT.26 However, the
possibility by this route was available for only for a
limted period. The second approach to nenbership is
"accession" by negotiating the ternms of menbership with the
governnents that are already nenbers of the WO The
conditions for accession are not specified and are vaguely
to be "on terns to be agreed between it and the WIQ "2/

However, once nenbership has been achi eved, "original
menbers" of the WO and "accession nenbers” will be on the
sane footing, subject to any special terns of accession.?28
Additionally, nenbership requires all governments ensure
t he conformty of their | aws, regul ati ons and
adm ni strative procedures with their obligations under the
WO agreenents. This is the primary reason why the WO
wi |l cause major changes in China's telecom policy. China
will need to reform many of its telecom |laws and policies
to beconme conpliant under WIO rul es and regul ati ons.
C. VHY 15 YEARS FOR CHI NA TO ENTER THE WO?

China officially applied to the GATT in July 1986 to

resune its status as an original "contracting nenber."2°
However, after the WO replaced the GATT in 1995, China's
25 | bid.

26 Fewsmith, Joseph, "China and the WIiO The Politics Behind the
Agreenent," NBR Publications: NBR Analysis, Vol. 10 No 5, Decenber
1999, pg 5

27 | pjd.
28 | pjd.

29 Pani t chpakdi, Supachai and Mark L. Clifford, China and the WIQ
Changi ng Chi na, Changi ng World Trade (Singapore: John Wley & Sons
(Asia) Pte Ltd, 2002), pg 55.
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application was to becone an "accession nenber"” of the
gl obal trade organization.30 China was not officially
granted nenbership until Decenber 11, 2001, thereby taking
over 15 years for China to becone a nenber of the WQ,
whi ch was | onger than any other nenber to date.

There are a variety of factors that contributed to the
delay in nenbership negotiations. First, China's
insistence in revitalizing its status as a forner founding
menber of GATT slowed the process.31 Secondly, the question
if and how China's "socialist market econony” could fit
into the GATT/ WO system del ayed China's accession.32 G ven
that the WO was set up for free narket econoni es,
incorporating the |argest command econony into the
di sciplines of free market was no easy task. Thirdly, the
division of conpetences anong Chinese mnistries and
institutions responsible for the process of accession
sl owed the process.33 The huge bureaucratic system the
Chi nese governnment operates no doubt contributed to the
del ay. Fourthly, there was the difficult question of
whet her China should join the WO as a developing or
devel oped country. 34 The lower down on the economc
devel opnment chain a country is, the better concessions it
will receive in its accession accord. China wll enjoy
preferential conditions and arrangenents, protection of and
export subsidies for infant industries. China wanted to
enter the WIO as a devel oping country, whereas the United

30 1hid., pg 56.

31 Yang, Yongzheng, "China's WO accession: why has it taken so
I ong?," Asia Pacific School of Econom cs and Managenent Wor ki ng Papers
(Asia Pacific Press, 2000), page 8.

32 | pjd.
33 1bid., pg 9.

34 Drysdal e, Peter and Ligang Song, China's Entry to the World Trade
Organi zation: Strategic Issues and Quantitative Assessnent (New York,
NY: Rout el edge, 2000), pg 25.
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States wanted China to be entered as a devel oped country.
Lastly, the negotiations with the United States over the
bi | ateral WO agreenent and pernanent nor mal trade
rel ati ons (PNTR) status slowed the process.35

From an Anerican perspective, the suppression of
student protests at Tiananmen Square in 1989 contributed to
the substantial delay for China's accession.36 Af ter
Ti anannen, the United States began to consider |inking
trade and economi c i ssues with human right issues.

China had to negotiate bilateral agreenents with each
exi sting nenber or invoke Article 13 with the existing
nmenber as a requirenent to join the WO 37 The | ong-awaited
bi | at er al WO agreenent wth the United States was
finalized on Novenber 15, 1999 under President Cinton.38
However, the United States Congress still needed to grant
China PNTR in order for the WO agreenent to becone
ef fective. After nuch debate, Congress granted PNTR to
China, starting in January 1, 2002, with an 83-15 vote from
the Senate and a 237-197 vote from the House of
Represent ati ves. 39

Prior to granting PNTR, Title IV of the Trade Act of
1974 to China, also known as the Jackson-Vani k anendment,
the United States had to renew MFN trade status with China

35 | bid, page 24.

36 Fewsnmith, Joseph, "China and the WO The Politics Behind the
Agreemnent, " NBR Publications: NBR

Anal ysis, Vol. 10 No 5, Decenber 1999, pg 2

37 Magarinos, Carlos, China in the WIG The Birth of a Catching-Up
Strategy (New York, NY: Pal grave MacM Il an, 2002), pg 33.

38 The White House Homepage,
http://ww. whitehouse. gov/ news/ rel eases/ 2001/ 12/ 20011227-1. htnl ;
Internet; accessed 21 January 2002.

39 u s Department of State's Bureau of International Information
Progranms Honepage,
http://usinfo.state.gov/topical/pol/arns/stories/00091911. ht m
Internet; accessed 2 March 2002.
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on a yearly basis. Because of the Jackson-Vani k anendnent,
the United States was not allowed to grant MFN status to
non- mar ket economi es unl ess t he Pr esi dent wai ved
ineligibility. This anmendnent was originally directed at
the Soviet Union because of restrictions on emgration of
certain Soviet «citizens. However, the Jackson-Vanik
anmendnent applies to all non-market economies. Therefore,
for the United States to enjoy WO benefits with respect to
China after PRC accession, Congress needed to anend or
repeal Jackson-Vanik to permt extension of PNTR to China.
Currently, over 160 countries have PNIR status with the
United States. 40 The only countries the United States
currently does not grant NTR are Afghani stan, Cuba, Laos,
North Korea, Serbial/Mntenegro, and Vi etnam 4!

Even if Congress failed to grant PNTR to China, it
would not have stopped China from entering the WO
Instead it would have given the European Union and Japan an
advantage in trade with China. If the United States did
not grant PNTR, then China would have invoked the WO s
Article 13, which permits China not to apply WO benefits
to the United States.42 Under WIO rules, the United States
al so may invoke Article 13. In either case, however, non-
application of WO benefits by either country would deny
US firms the greater access to China's markets that WO

accessi on woul d bri ng.

40 The United States-China Business Council Homepage,
http://ww. uschi na. org/ public/wo/ntrfacts. htm; Internet; accessed 13
February 2002.

41 | pjd.

42 uUnited States General Accounti ng Ofice Report, World Trade
Organi zation: Status of China's Trade Commitnents to the United States
and Ot her Menbers, May 2000, pg 7.
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D. CH NA' S TELECOMMUNI CATI ON COVM TMENTS

During the bilateral agreenment negotiations between
the United States and China, intense debate occurred over
the tariff levels and foreign ownership percentages for
sever al United States products including agriculture,
fi nanci al servi ces, and t el ecomuni cati ons. 43 The
di scussion on teleconms was one of the npbst intense.
Nevert hel ess, both sides nade concessions in the end which
resulted in the Novenber 15, 1999 signing of the WO
bil ateral agreement by President Cinton

There were three main commtnents China made as part
of the prelimnary deal between the United States and
China. These conmitnents nmarked China's first agreenment to
open its telecons sector to direct foreign investnent.
Additionally, one of the key parts of the deal was tariffs
on information technology products, such as conputers,
sem conductors and internet-related equipnent wll fall
from the current 13.3 percent to zero by 2005.44 Through
these commtnments, China will beconme a nenber of the Basic
Tel econs Agreenent, which was originally reached in Geneva
in February 1997 anong 69 countries to liberalize their
tel ecom service markets for conpetition.4°

The first commtnent involved regulatory principles.
It stated that China agrees to inplenent the pro-
conpetitive regulatory principles in the Basic Telecom

Agreenment and subsequent Annex A of the Reference Paper on

43 Fewsmith, Joseph, "China and the WIiG. The Politics Behind the
Agreement,” NBR Publications: NBR Analysis, Vol. 11 No 2, January 2000,
pPg 5

44 Summary of the U.S. -China Bilateral WIO Agreenent; avail abl e
from Http://ww. uschina.org/public/991115a.htm; Internet; accessed 21
January 2002.

45 Fan, Xi ng, Communi cation and Information in China: Regul atory
I ssues, Strategic Inplications (Lanham MD: University Press of
America, 2001, pg 167.
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Regul atory Principles46, and agrees to technol ogy-neutral
scheduling which allowed foreign suppliers to wuse any
t echnol ogy they choose to provide tel ecom services. 4/

The second commtnent involved geographic scope of
servi ces. China wll now phase out all geographic
restrictions for nobile telecons in five years. Thi s was
further reduced to three years in the EU bilatera
agreenent wth China. Additionally, China's key telecons
services corridor in Beijing, Shanghai, and Guangzhou,
whi ch represents approximately 75 percent of all donestic
traffic, will open immediately on accession in all telecom
services. 48

The third and nost inportant commtnent involved
i nvest nent . Prior to the agreenent, China did not allow
foreign investnent in tel ecom services. However, according
to the announced agreenent, both parties agreed to set the
foreign investnent cap for operators at 49 percent for
foreign ownership in nobile services within five years of
accession into the WO, This was also further reduced to
three years in the EU bilateral agreement wth China.49
Furthernore, China and the United States agreed to 49
percent for foreign ownership in international and domestic
| and and sea (not nobile) services within six years and 49
percent in nost other services upon accession. This would

al l ow the Chi nese governnment to maintain majority control

46 Annex A of the Reference Paper on Regul atory Principles can be
accessed at http://ww.itu.int/osg/spu/wtpf/wpf98/sgreport/2 draft

47 Summary of the U S. -China Bilateral WIO Agreenent; avail abl e
from Http://ww.uschina.org/public/991115a. htm ; Internet; accessed 21
January 2002.

48 | pid.
49 | pjd.
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Lastly, the deal called for the cap to be raised to 50
percent after two years for value-added service and pagi ng
servi ce. 0

E. CH NA'S W RELESS TELECOM COWM TMENTS

More specifically, China made significant commitnents
toward its wireless telecom industry. This is inportant
because China's rapidly growing wreless telecom industry
recently passed the United States as the largest nobile
market in the world with over 200 million users.3  Now,
foreign conpanies will be able to provide all anal ogue and
di gi tal cellular services and personal communi cati ons
services through joint venture enterprises.

Foreign conpanies were allowed to hold 25 percent
foreign equity share when China first entered the WO in
Decenber 2001.52 They were allowed 35 percent after one
year and will be allowed 49 percent after three years.S53
This is tw years faster than was provided for in the
bil ateral agreenent between the U S. and China because the
European Union (EU) able to negotiate a two-year
accel eration of this transition period.

Foreign conpanies were allowed to provide services in
and between Beijing, Shanghai , and Guangzhou upon
accession. 4 Additionally, the |list was expanded to
Chengdu, Chongqing, Dalian, Fuzhou, Hangzhou, Nanjing,

Ni ngbo, Q ngdao, Shenyang, Shenzhen, Xi anen, Xi an, Taiyuan

50 | pjd.

51 caj, Yuanzhe, The Transiti oni ng Chinese Tel ecom Market: A Wite
Paper (Dallas, TX: Parks), pg 1; available from
http://ww. parksassoci ates.com Internet; accessed 15 June 2003.

52 ostry, Sylvia, China and the Long March to G obal Trade: The
accession of China to the Wrld Trade Organi zati on ( New YorKk,
NY: Rout | edge, 2002), pg 83.

53 | bid.

54 south China Morni ng Post Internet Edition, "Beijing to Open
Sector Earlier Than Promised," 6 January 2000.
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and Wihan after one year.® The area was further expanded
nati onwi de after two years. Again, the EU was able to
negotiate inmediate access to the Beijing, Shanghai, and
Quangzhou inter-city markets. The U S. bilateral agreenent
had specified only access to the intra-city markets.

F. VHAT WIO ACCESSI ON MEANS FOR CHI NA

Twenty-five years ago, t he Chi nese gover nnent
initiated the step of introducing the narket-based econony,
allowng private enterprise to begin devel oping and neking
deci si ons on i nvest ment and producti on. China's
international trade responded at once. By 1986, when China
first applied to resune its nmenbership in the GATT, exports
had grown from 5 to 10 percent of China's GDP, and China
accounted for about 1 percent of world exports.> Trade had
become a key factor in China's further economc growh and
devel opnent .

Nonet hel ess, the reform process was still at a
relatively early stage. Unless China had been able in 1986
to undertake a massive transformation of its trade regine,
it was doubtful that GATT nenbership at that tinme could
have delivered its full econonmc benefits to China.> A
nore profound and deeper phase of trade reform was needed
to allow the rules-based nultilateral trading system to
play its key roles of guaranteeing China non-discrimnatory
mar ket access abroad and access to cheaper inports at hone.

Since 1986, the process of trade reform has matured
considerably, and China's trade performance has reflected

this. China' s exports today account for over 20 percent of

35 | pid.

56 Eglin, Richard, "Challenges and Inplications of China Joining the
WO, " Kluwer Law I nternational, June 2000, pg 2.

57 Cheng, Leonard K., "China's Econom c Benefits fromlts WO
Menmber shi p," Hong Kong University Center for Econom c Devel opnent,
December 1999.
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its GDP, and China has becone an energing giant in
international trade, accounting for over 3 percent of world
exports.® This trend is expected to rise in the future.

This truly inpressive reform process had to cone from
wi t hi n  Chi na. It could not have been inposed from the
out si de. The WO does not have supranational power;
however, it can assist nenbers to namintain the process of
trade reform once the political direction has been set.
This is the first and perhaps nost inportant benefit the
WO accession will bring China.

Additionally, accession wll have a drastic inpact on
China's legal and adm nistrative framework that protects
private rights and private sector activity. The Trade-
Rel ated Aspects of Intellectual Property R ghts (TR PS)
stipulate adequate protection to intellectual property
rights so that the owners of these rights receive the
benefits of their creativity and inventiveness. The TRIPS
Agr eenent covers all seven of the main areas of
intell ectual property: copyright, trademarks, geographica
i ndi cations, industrial designs, patents, |ayout designs of
integrated circuits, trade secrets.® |In each area, it sets
m ni nrum st andards of protection and requires governnents to
provi de procedures and renedies so that these standards can
be enforced. Lastly, it provides an effective neans of
settling di sputes between nenber governnents. 60

Accession will also nean that China can replace the
bilateral relationships it has used until now to shape its

trade wth mjor trading partners wth a single,

58 | pjd, page 2.

59 The Wro Homepage,
http://ww. wto.org/english/tratop_e/trips_el/intel2_e.htm Internet;
accessed 21 January 2002.
60 | pid.
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multilateral trade relationship with the rest of the world.
Bil ateral relationships can be inconsistent and uncertain,
thereby increasing risk for producers and investors. It
al so requires a |large anmount of time, energy, and effort by
governnment officials to negotiate and admnister them
Therefore, the nmultilateral trade relationships wll give
China nore stable access to foreign markets because it wll
reduce disruptions in foreign trade that are caused by
unpredi ctable policy shifts. Gven this, China wll be in
a better position to attract foreign investors who use
China as their export platform Additionally, it wll also
attract foreign investors who feel nore secure about
devel opi ng China's donestic market. Regar dl ess of whet her
export-oriented or attracted by China's huge donestic
mar ket, foreign direct investnent (FDI) not only brings in
addi ti onal capital but , nore inportantly, technol ogy,

mar ket information, and global production and distribution

networks that [|ink China nore tightly to the other
economi es. 61

The WIO rules will also protect China's rights agai nst
damagi ng protectioni st policies in overseas narkets.

China's wvulnerability to discrimnatory protectionism in
its mmjor export nmarkets has grown, along with China's
success in increasing its exports over the past 20 years. 62
Were this to continue, and even perhaps escalate in the
future if world economc growth were to suffer a serious
decline, it ~could prove a mjor set-back to China's

econonmic growh a devel opnent. However, now that WO

61 Eglin, Richard, "Challenges and Inplications of China Joining the
WO, " Kluwer Law I nternational, June 2000, pg 3

62 cass, Deborah Z., China and the Wrld Tradi ng System Entering
the New M |1l ennium (United Kingdom Canbridge University Press, 2003),
pg 310.
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accession is conplete, China's exporters wll nor e
confidently be able to make |ong-term business decisions.
The nore open the Chinese econony becones, the nore China
will benefit from the legal security of the rules-based
tradi ng system

China's nenbership in the WO will give it a very
i nportant voice in helping shape new WIO negotiations, to
nmeet not only China's own needs for its future economc
growh and developnent, but also the needs of other
countries as well. Natural ly, each WO nenber pursues its
own export interests as vigorously as possible in a trade
negoti ation; however, the glue which holds the system
together is the realization of each nenber that its export
markets can only grow if producers abroad can increase
their exports too. Sinply put, a country needs to open up

its own market to higher inports if anything is ever to be

gai ned. China can expect to bring to the next WO
negotiation and reformng attitude that will nake it a very
inportant partner in helping the liberal trading system

nove forward.
G CONCLUSI ON

The WO is one of the nobst inportant mlestone in
China's integration with the world and will a have profound
inpact on China's telecom industry. The WO guarantees

gl obali zati on of the Chinese econony, the |ikes of which

has never occurred in that country. Addi tionally, China
hopes the WIO wil| create an environment of mnutual interest
that provides for peaceful developnent that wll have

positive and significant influence on the devel opnent of
Sino-U S. relations. Wth all the uncertainty of what the
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WO wIIl bring to China, the one thing that is for sure is
the WIO is going to have a large inpact on China's wreless
tel ecom i ndustry.

China made sonme mjor conmtnents regarding its
telecom industry and wreless telecom industry. These
commtnents marked China's first agreenment to open its
telecom sector to direct investnent. Currently, the
commtnents allow foreign conpanies to be eligible to own
35 percent of the wreless telecom network nationw de.
Starting in Dec 11, 2004, it will expand to 49 percent of
the entire country. However, just because China has agreed
to open its wreless telecom industry to foreigners, it
still rmust change its national |aws and telecom policy to
reflect its WO conmm t nents.

The next chapter will look at China' s telecom policy
toward foreign involvenent. It will breakdown the history
of Chinese telecom policy into five tinme periods to show
the background and evolution of Chinese telecom policy
toward foreign involvenent. It will display the dramatic
and striking change in Chinese telecom policy from not
allowng foreigners to invest in China's telecom to
actively pursuing foreigners to invest in China telecom

i ndustry.
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I11. CH NA'S TELECOM PCLI CY TOMRD FOREI GN | NVOLVEMENT

A | NTRODUCTI ON
Since 1949, when the People’s Republic of China was

founded, China' s telecom network ownership has been under
strict control. For years, China s policy nmakers have been
very cautious about information and conmunication. They
have held a belief that telecom concerns the nation's
security and sovereignty; consequently, it cannot be opened
to the outside world. Therefore, direct foreign investnent
in telecom service had been explicitly prohibited. The
regul ati on of the forner Mnistry of Post s and
Tel ecommuni cati ons  (MPT), now known as Mnistry of
I nformation Industry (MI1) since April 1998, clearly states
that foreign direct investnent in telecom is strictly
banned:

No organi zation and individuals outside China or
solely foreign-funded enterprises, Sino-foreign
joint ventures and cooperative businesses on the

territory of China shall invest in, operate or
participate in the operation of telecom services
i n China. 63

Addi tionally, the Chinese government has historically
taken a conservative attitude toward foreign investnent in
tel ecom because Chinese sovereignty was viewed as
vul nerable to outside challenge. Furthernore, China has
experienced sovereignty disputes involving confrontation

W th foreign compani es t hat est abl i shed unpl easant

hi storical precedents. These precedents cast a |ong
shadow, greatly influencing ©policy of the Chinese
gover nment . The result has been that the Chinese

63 Lin, Jint ong and Xi ongjian Liang, Telecomunications in China:
Devel opnent and Prospects (Huntington, NY: Nova Science Publishers,
2001), pg 139.
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government was reluctant for foreign conpanies to take any
part in its tel ecom network.

However, the Chinese governnment began to |iberalize
its telecomindustry starting in the 1990s.64 Beijing knew
it needed outside foreign investnent in order to help
finance the nodernization and growh of China's telecom
i ndustry. A sweeping change to Chinese telecom policy
toward foreign involvenment came when China signed its 1999
bilateral WO agreenent with the United States, which
cleared entry into the WO for China in 2001.65 Prior to
that agreenent, China severely restricted sales of telecom
service and barred foreign investnent. However, with this
agreenent, China will allow 49 percent foreign investnent
in all services, and allow 50 percent foreign ownership in
ot her telecom services in as short as two years. This was
a 180-degree turn from Chinese policy a decade earlier.

This chapter wll now break down Chinese telecom
policy into five tinme periods to show the background and
evol ution  of Chinese telecom policy toward foreign
i nvol venent . Particul ar enphasis is given to the pre-1949
and post-1998 sections. The pre-1949 section denonstrates
that foreign conpanies' abuse of the Chinese telecom
i ndustry subsequently led to a xenophobic stance and ban on
foreign involvenent. The post-1998 section denonstrates
the dramatic change in Chinese telecom policy toward
foreign involvenent and the coommtnents China agreed to as
part of the 1999 Sino-U. S. bilateral agreenent.

64 pewwskin, Kenneth, "The WIO and the Tel ecommuni cations Sector in
Chi na, The China Quarterly, Septenmber 2001, pg 630.

65 The White House Homepage,
http://ww. whi tehouse. gov/ news/ rel eases/ 2001/ 12/ 20011227-1. htn ;
Internet; accessed 21 January 2002.
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B. PRE- 1949

The 1870s marked the origin of telecomunications in
Chi na. 66 Foreign conpanies effectively domnated the
tel ecom sector due in large part to the undevel oped econony
of China and its weak mlitary position at the tinme. These
foreign conpanies effectively carved up China and divided
t he spoils anongst thenmselves. The Chinese governnent was
repeat edly taken advantage of and received the short end of
t he stick.

In June 1871, the Danish Geat Northern Tel egraph
Conpany (GNTC) constructed a 2,200-knot cable from
VI adi vostock via Nagasaki to Shanghai the first telegraph
circuit in China.b7 According to an agreenment between
Denmark, Britain, and Russia, the GNTC and the British
Eastern Extension Australia and China Tel egraph Conpany
(EEACT) shared the rights of telecomunications provision
in China from 1873 to 1899.68 Additionally, the coasta
area north to Shanghai belonged to the GNTC, while the
coastal area south to Hong Kong was under the control of
t he EEACT. Both conpanies jointly controlled the coasta
area between Shanghai and Hong Kong. The GNTC and EEACT
then attenpted to restrict the rights of the Chinese
governnent to establish its own submarine telegraph
net wor ks. The ONTC presented a proposal to the Qng
Dynasty governnment that claimed exclusive rights for
providing telegraph services in the territories where it

had installed submarine and |and cables when China was

66 yvan, Xu and Dougl as Pitt, Chinese Tel econmuni cation Policy
(Norwood, MA: Artech House, 2002), pg 9.
67 | bid.

68 Baark, E., Li ghting Wres: The Tel egraph and China's
Technol ogi cal Mdderni zati on, Westport, CT: Greenwood Press, 1997, pg
186.
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preparing to build such telegraph networks in June 1881.°6°
Under the ternms of this proposal, no other conpanies,
i ncluding those from China, would be licensed to install
cables in these areas in the ensuing twenty years.’® A weak
Chinese state was confronted by a strong conpany that
pointed a gun to its head and had no other choice but to
accept the proposal.

The GNTC and EEACT expanded their business in the nane
of repairing damaged circuits in 1900, when several Western
countries raised arms against China to halt the Boxer
Rebel |'i on. The Chinese Directorate General of Tel egraphs
was forced to sign a contract to pay the bill for repairing
t he Chi nese Yantai - Dagu- Shanghai subnmarine cabl e, which was
twice the actual cost for the repair service it did not
order, and to give up all its rights to the two conpanies
for thirty years before the bill was paid with 5 percent
interest.’1 Additionally, all of the previous contracts
between the Qng governnent and the two conpanies were
automatically extended to the end of 1930.72

The GNTC and EEACT also proposed to the Qng
governnment and obtained approval to repair the danmaged
Tianjin-Beijing |and cable and agreed to return it to China
after a peace agreenent was reached. The two conpani es,
however, used this mlitarily inportant cable to bargain
with the Qng governnent after the war and obtained the
right to lease two other cables, nanely the Beijing-Q aketu
cable to GNTC and the Beijing -Dagu cable to the EEACT,

69 |bid., pg 187.

70 He, z., Tel ecommunications and Devel opnment in China (Cresskill,
NJ: Hanpt on Press, 1997), pg 65.

71 |pid., pg 66.
72 1pid., pg 70.
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before it returned the Tianjin-Beijing cable to China.73 In
this way, China lost its <control over international
telecom as the Beijing-Q aketu cable was the gateway
connecting China to Europe via Russia.

The foreign conpanies al so began tel ephone service in
China. The OGNTC | aunched its tel ephone service in Shanghai
on February 22, 1882.74 A British conpany, Shanghai Mitua
Tel ephone Association, followed two nonths later. Then in
1883, another British conpany, the China and Japan
Tel ephone Conpany, bought t he GNTC s net wor k and
consolidated it with that of the Mitual Tel ephone
Associ ation.’”> The new conpany provided tel ephone service
in Shanghai for 18 years until it failed in bidding against
t he Shanghai Mutual Tel ephone Conpany in 1900. 76

The Q ng government gradually realized the inportance
of telecom The Q ng governnent made efforts to the
devel opnment of telegraph and telephone services. A
mlitary telegraph circuit connecting Gaoxiong, Taipei, and
Jilong in Taiwan was built in 1877 and was the first
tel egraph that was built independently by China.?’” In 1879,
a telegraph linking the office of the head of the Northern
Navy in Tianjin with the Dagu and Beitang fortresses and
the Tianjin weaponry factory was installed.” |In 1881, a
telegraph circuit bet ween  Shanghai and Tianjin was

constructed, becoming the first one to provide a public

73 1pid., pg 71.

74 Majer, John H., "Conputer Science and Information Technol ogy in
the PRC. The Energence of Connectivity," Advances in Conputers, Vol.
27, 1988. pg 364.

75 |bid., pg 365.

76 van, Xu and Dougl as Pitt, Chinese Tel econmuni cati on Policy
(Norwood, MA: Artech House, 2002), pg 10.

77 | pid.

78 He, Zz., Tel ecommunications and Devel opnent in China (Cresskill
NJ: Hanmpt on Press, 1997), pg 71
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tel egraph service.’ By 1890, |ocal tel ephone service was
available in Beijing, Tianjin, and Nanjing. 80

Because of a lack of noney, the Qng governnent
adopted a policy of commercial operation under governnent al
supervision at the beginning of 1900. The gover nnent
established the Mnistry of Posts and Transportation on
Novenber 6, 1901 as the adm nistrative regulator, and the
mnistry began to nationalize the telecom industry.8 The
new mnistry had bought up all the comrercial operations by
the end of 1908.82

In 1911, the Qng Dynasty was overthrown and China
entered an era of political instability which lasted until
1949, when the Chinese Communist Party acceded to power.
The period from 1911 to 1949 began with fighting between
the Chinese warlords, followed by an 8 year invasion and
occupation by Japan. This was succeeded by civil wars
bet ween the Communi st and Nationalist Parties. This was a
destructive period for the devel opnent of telecomin China.
For exanpl e, the total nunber  of | ocal t el ephone
subscri bers dropped from 55,683 in 1936 to 7,918 in 1944,
while the total Iength of |ong-distance circuits dropped
from 52,245 kmto 4,085 kmduring the sane period. 83

As the foregoing suggested, the dom nance of foreign
conpani es set an unfortunate historical precedent fromthe
1870s to 1949. The historical precedent led to a highly
conservative telecom policy on the part of the People's

Republ i ¢ of China. Beijing viewed telecom as of critical

79 | pid.,
80 1 hid., pg 75.

8l Harwit, Eric, "China's Tel econmunications I ndustry: Devel opnent
Patterns and Policies,” Pacific Affairs, Sunmer 1988, pg 181

82 He, z., Tel ecommunications and Devel opnent in China (Cresskill,
NJ: Hanpton Press, 1997), pg 76.

83 1bid., pg 77.
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governnmental and mlitary inportance. The npst i nportant
long-term policy consequence of the pre-1949 period of
foreign domnation was that it encouraged extrene
reluctance to allow subsequent investnment on the part of
foreign conpanies. Early negative experiences with foreign
conpanies taught the Chinese that such conpanies were
exploitative and threatened the sovereignty of the Chinese
t el ecom system
C. 1949 TO 1978

When the People's Republic of China was founded in
1949, telecom facilities in China were outdated, and nmany
had been damaged or destroyed during the war years. There
were only 20,000 telephones and 2,800 trunks for |ong-
di st ance tel ephone service throughout the entire country.84
The infrastructure was al so fragnented under the managenent
of different interest groups. The telecom systens | acked
interoperability and conpatibility and the entire telecom
network was in anarchy.

In  Novenber 1949, the Mnistry of Posts and
Tel econmuni cations (MPT) was formally established and took
over for the former Mnistry of Posts and Transportation.85
In Septenber 1950, the MPT was restructured along the
organi zational nodel of +the Soviet Union and existing
facilities were repaired.8 Considerable progress was made
toward establishing a |ong-distance tel ephone wire network
connecting Beijing to provincial capitals wth Soviet

assi st ance.

84 wan, S.D., “An Overview of Tel ecommunications in China,” |EEE
Communi cati ons Magazi ne, Vol. 31. No. 7, 1993, pg 15.

85 Lin, Jint ong and Xi ongjian Liang, Telecomunications in China:
Devel opnent and Prospects (Huntington, NY: Nova Science Publishers,
2001), pg 139.

86 | pjd.
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However, growh in telecom halted with the general
econom c col lapse after the Geat Leap Forward from 1958 to
1960, but it revived in the 1960s after the telephone
networ k was expanded and i nproved equi pnment was introduced,
whi ch included inports of Western plants. Additionally, an
i nportant conponent of the fourth Five-Year Plan, which ran
between 1971 and 1975 was a mmjor devel opnent program for
the tel ecom system The program allotted top priority to

scarce el ectronics and constructi on r esour ces and

dramatically inproved all aspects of China's telecom
capabilities.?8” During this period, all investnent in
telecom canme maminly from the governnment. Nevert hel ess,

with the limted amount of nobney, the entire investnent in
telecom for these 31 years was just 6.4 billion RWMB.88
Addi tional |y, due to the highly centralized planned
econony, the telecom sector was operated with very |ow
efficiency, poor technology, and the |owest telephone
penetration rate anong all Asia countries at 0.43 percent.8°®
D. 1978 TO 1993

Since the end of the Cultural Revolution in 1976, a
consi derable amount of economc refornms occurred in the
tel ecom sector. The Third Plenum of the Eleventh Party
Congr ess in Decenber 1978 focused on t he Four
Moder ni zat i ons (i ndustry, agriculture, def ense, and
sci ence/ technol ogy).%  The MPT adopted a system to boost

productivity and enterprise. In 1982, the Chinese

87 | bid.

88 He, Xu, “Study of P&T Financing Policies in China,” Research
Report of the Mnistry of Posts and Tel econmuni cati ons, 1996, pg 23.

89 Lin, Jint ong and Xi ongjian Liang, Telecomunications in China:
Devel opnent and Prospects (Huntington, NY: Nova Science Publishers,
2001), pg 139.

90 van, Xu and Douglas Pitt, Chinese Tel ecomrunication Policy
(Norwood, MA: Artech House, 2002), pg 18.
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government designated the telecom sector as one having
strategic economc significance and granted the MPT
preferential treatnment in several areas.

These preferenti al treatnments subsi di zed t he
devel opnment of the MPT and the overall investnent during
this period reached 90.5 billion RMB. 91 Fi nanci ng during
this period was diversified from pervious years. Now
sources of noney consisted of internal funds, first
installation fees, surcharges, and governnent investnent. 92
Lastly, financing was obtained from a series of |oans and
credits fromthe Wrld Bank and Asia Devel opment Bank t hat
vastly hel ped overall investnent.

E. 1994 TO 1998

The developnent of the Chinese telecom industry
underwent drastic changes during this period. During this
period, China saw several mlestones in the liberalization
and nodernization of its telecom regulatory environnent.
First, there were great changes in taxation, fiscal and
nonetary regulations and the entire Chinese econony was
developing into a market econony. Second, China United
Tel ecomruni cati ons Cor poration ( Chi na Uni com) was
established on July 19, 1994 as the second telecom carrier
in China, conpeting with the China Telecom in the MPT.9
After its creation, China Unicom was also I|icensed for
international |ong-distance service and for the operation
of a GSM nobile network which had been fornmerly controlled
by China Tel ecom More inportantly, it also gained the

91 He, Xu., © Study of P&T Financing Policies in China,” Research
Report of the Mnistry of Posts and Tel ecommuni cati ons, 1996, pg 26.
92 | pid.
93 van, Xu and Douglas Pitt, Chinese Tel ecomrunication Policy
(Norwood, MA: Artech House, 2002), pg 49.
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right to construct and operate the CDVA network in China.9%
Third, the Organization of Economc Cooperation and
Devel opnent (OECD) declared that the Chinese tel ecom sector
was economically viable and halted all international loans
to China.9% Fourth, external funds were dimnishing and
there was |less and |ess regional investnent. Now it was
practically inpossible to place surcharges on custoners and
installation fees were rapidly decreasing.?9 Lastly, a
maj or reorgani zati on occurred when the Ml and MT were
nmerged to formthe Mnistry of Information |Industry (M)
in April 1998.9 This helped provide a nore conplete
separation of the regulatory function from the service
provider. The main function of the MI is to nmake |aws and
regulations and to act as a regulator through |icensing
approval, tariff oversight, service quality, naintenance of
fair conpetition, and supervision of interconnection. 98
Faced with these increasingly tough situations in
financing telecom developnent, China Telecom and China
Uni com had to find new sol utions. Bot h conpani es | ooked
for creative ways to bring in foreign investnent. The
government's restrictions on foreign direct ownership
greatly hindered the ability to attract outside funds. One
of the new strategies used by both of China's telecom
operators was the use of deferred paynent to vendors and

|l easing facilities. This method becane popular in 1996 to

94 Ostry, Sylvia, China and the Long March to d obal Trade: The
Accession of China to the WIO (New York, NY: Routledge, 2002), pg 69.

95 | pi d.
96 |pid., pg 70.

97 Chan, Jeanette K. and Charles F. Goldsmith, "The Regul atory
Waiting Game," The Chi na Busi ness Review, Muy/June 1999, vol. 26, no, 3,
pg 16.

98 | bid.
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1998.99 However, this method was not enough to facilitate
the rapid expansion of the network.

Therefore, in March 1997, China Telecom opened a
branch in Hong Kong called China Tel ecom (HK).100 |ts main
function was to absorb foreign investnment and reinvest it
in the Chinese telecom market. China Tel ecom (HK) was able
to sell 2.6 billion shares in Asia, Europe, and North
Anerica, and was |isted on the Hong Kong and New York stock
mar ket s. 101 The capital collected was to be used for
devel opment of it nobile conmunications system in the
com ng years. However, China Telecom (HK) needed to
restructure its capital structure and nmanagenent system
according to international norms in order to neet
requirements to sell shares in the New York stock market.
The sale was a great success and provided China Tel ecom
with considerable experience wth attracting additional
foreign capital in the future.

China Unicom on the other hand chose a different
approach to raise capital. |Its strategy during this period
was called the China-China-Foreign (CCF) joint investnent
system 102 According to this system a conpany owned by the
| ocal government or one of China Unicoms sharehol ders
established a joint venture with foreign conpanies. The
objective of this joint venture was simlar to the strategy
of China Telecom (HK), which was to attract necessary

i nvest nent funds. It reinvested in the building of its

99 Fan, Xi ng, Conmuni cati on and Information in China: Regul atory
I ssues, Strategic Inplications (Lanham MD. University Press of
Anerica, 2000), pg 143.

100 ostry, Sylvia, China and the Long March to G obal Trade: The
Accession of China to the WIO (New York, NY: Routl edge, 2002), pg 69.

101 1 pid., pg 70.

102 Zhang, Bing, "Assessing the WIO Agreenents on China's
Tel ecommuni cati on Regul atory Reform and | ndustrial Liberalization,"
Tel ecommuni cations Policy, vol. 25, no. 7, 2001, pg 473.
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nmobi | e communi cations infrastructure, |eaving China Unicom
responsi ble for operational managenent. Cash flows are
shared between the joint-venture and China Uni com accordi ng
to an agreed ratio reached at the beginning of the
agreenent . Therefore, China Unicom has bypassed the
gover nnent restrictions on direct foreign ownership.
Despite the formal ban, China Unicom has invested 1.5
billion US. dollars in around 40 projects through the CCF
schene by April 1998, 103

However, the M1 conducted a review of the CCF of
China Unicom and this system was banned in late 1998.104
Therefore, China Unicom turned to the Bank of China and
received generous loans totaling 5 billion RMB.105 Thi s
woul d sol ve the tenporary cash requirenent of China Unicom
However, its future devel opnment depended on whether or not
t he governnent woul d open the door for foreign investnent.

During this time, there were clear foreign anbitions
to enter the public telecom network because of its great
potential for return on investnent. The governnent's
restriction of foreign direct ownership did not stop sone
foreign conpanies from trying. An exanple of this is an
early trial involving foreign telecom firnms involving the
offering of call-back service to China. 106 The way the
system worked was a resident of China would register his or

her phone nunber with an overseas conpany. Then the

103 cass, Deborah Z., China and the World Trading System Entering
the New M |1 ennium (United Kingdom Canbridge University Press, 2003),
pg 266.

104 "Foreigners Prohibited From Operating Tel ecom Network," Beijing
Xi nhua (14 Sept 1999), translated by FBIS-FTS19990914000198, 14
Sept enber 1999.

105 pueller, MIton, China in the Information Age: Tel ecommuni cati on
and the Dilemmas of Reform (Westport, CT: Praeger Publishers, 1997), pg
113.

106 van, Xu, Chinese Tel econmunication Policy, Norwood, MA: Artech
House, 2002, pg 54.
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resident would call the conpany, but only allow the phone
to ring a few seconds, when the user w shed to nake an
i nternational call. The conpany would then call the user

back according to the caller's identity code, and the user

woul d call the user back according to the caller's identity
code and inform the conpany of the nunber with which he
wi shed to be connected. Since the call originated from
foreign liberalized nmarkets, the custonmer would save nobney.

In this way, operators could nmake profits by exploiting the
rate difference between MPT and key foreign firnms, thereby
conpeting with MPT through by-passing MPT's internationa

net wor k. 107 However, this service net wth a vigorous
response from the MPT. In May 1995, the Departnent of
Tel ecommuni cations Admnistration of the MT issued a

st at ement banni ng cal |l -back services. The MPT announcenent

read:
Accordi ng to t he policy of t he Chi nese
gover nnent , i nt ernati onal t el econmuni cati on
service (in China) can only be provided by the
VPT. No individual or organization, including

the reseller, can participate in international
t el ecomruni cati ons service provision in any form
Recently, we found that certain foreign conpanies
are advertising in China to provide call-back

servi ce. This is a severe violation of China's
regul ati ons regar di ng i nt ernati onal t el ecom
servi ces. W solemly announce that all resale
of international service nust stop. Users of
call back service should stop using that service
i mredi at el y. O herwise, we wll take necessary

measur es. 108

The MPT has successfully prevented foreign direct
involvenent in its telecom network. One of the rationales

to defend this policy, according to W Jichuan, forner

107 | pj d.
108 | pj g.
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Mnister of the MI, was the fact that the "posts and
t el econmuni cations service is closely connected with the
country's political and soci al activities. It is,
therefore, related to the sovereign right of the state, and
has to be centrally controlled."109
F. POST- 1998

However, since 1999, opportunities for foreign direct
i nvest ment have significantly changed in China. Chi na has
realized it can no longer go about the sane path of
restricting direct foreign investnent because it can | onger
burden the expense of nodernizing its tel ecom sector al one.
Therefore, on 15 Novenber 1999, after nore than 13 years of
negoti ati ons, China and the United States signed a
bil ateral agreenent which hel ped pave the way for China to
join the WIQ 110

There were three main commtnents China made as part
of the prelimnary deal between the United States and
China. These commtnents marked China's first agreenent to
open its tel ecom sect or to di rect I nvest ment .
Additionally, through these commtrments, China will becone
a nmenber of the Basic Tel ecommunications Agreenent (BTA),
which was originally reached in CGeneva in February 1997 by
69 countries to liberalize their telecom service markets

for conpetition.111  Tariffs on information technol ogy

109 «T1el ecommuni cation Pol i cy,” China Daily, August 26, 1997.

110 The white House Homepage,
http://ww. whitehouse. gov/ news/ rel eases/ 2001/ 12/ 20011227-1. htn ;
Internet; accessed 21 Jan 2002.

111 Fan, xi ng, Communi cation and Information in China: Regul atory
I ssues, Strategic Inplications, (Lanham MD: University Press of
America, 2001, pg 167.
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products, such as conputers, sem conductors and internet-
related equipnent, will fall from the current 13.3 percent
to zero by 2005.112

The first commtnent involved regulatory principles.
It stated China agreed to inplenment the pro-conpetitive
regulatory principles in the Basic Tel econmunication
Agreenment and subsequent Annex A of the Reference Paper on
Regul atory Principlesll3, and it agreed to technol ogy-
neutral scheduling which allowed foreign suppliers to use
any technol ogy they choose to provide tel ecomservices. 114

The second comm tnent involved the geographic scope of
servi ces. China wll now phase out all geographic
restrictions for nobi | e telecom in three years.
Additionally, China's key telecom services corridor in
Bei j i ng, Shanghai , and Guangzhou, whi ch represents
approxi mately 75 percent of all domestic traffic, will open
i mredi ately on accession in all tel ecom services.115

The third and nost inportant commtnent involved
i nvest nment . Prior to the agreenent, China did not allow
foreign investnment in telecom services. However, according
to the announced agreenent, both parties agreed to set the
foreign investnent cap for operators at 49 percent for
foreign ownership in nobile services within five years of
accession into the WO and further reduced to three years

112 Sunmary of the U S. -China Bilateral WO Agreenent; avail able
from Http://ww. uschina.org/public/991115a. htm ; Internet; accessed 21
Jan 2002.

113 Annex A of the Reference Paper on Regulatory Principles can be
accessed at
http://ww. itu.int/osg/spu/wpf/wtpf98/sgreport/2_draft/002v2e. htm

114 Summary of the U.S. -China Bilateral WIO Agreenent; avail abl e
from Http://ww. uschina.org/public/991115a. htm; Internet; accessed 21
Jan 2002.
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with t he E. U bi | at er al agr eenment with Chi na. 116
Furthernore, China and the United States agreed to 49
percent for foreign ownership in international and domestic
| and and sea (not nobile) services within six years and 49
percent in nost other services upon accession. This would
all ow the Chinese governnent to maintain mpjority control.
Lastly, the deal called for the cap to be raised to 50
percent after two years for val ue-added service and paging
servi ce. 117

China's entry into the WIO on Decenber 11, 2001 has
significant inplications for the telecom sector. First,
and forenost, China now has the opportunity to receive

plenty of investnent for the telecom sector which is in

drastic need of foreign direct investnent. The Chi nese
government will now be partly relieved of the heavy burden
of investing in this capital-intensive industry. It makes

sense for the Chinese governnent to allow private and
foreign investors to help pay for upgrading its telecom on
this promsing industry instead of continuously injecting

billions of dollars which could be used el sewhere.
Secondl y, Chinese custoners will benefit from enhanced
conpetition in a variety of services. So far, custoners

have al ready benefited by conpetition between China Tel ecom
and China Unicom in the wireless telecom industry. As a
result, custoners wll enjoy nore efficient and nore
economc services wth the freedom to make choices.
Foreign conpanies will further increase conpetition in the
wirel ess tel ecomindustry.

Thirdly, China’s conmtnent to the WOs GCeneral
Agreenment on Trade in Service (GATS), which was discussed

116 | pjd.
117 | pj q.
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in the last chapter, wll put the Chinese telecom

regul atory system on the right track. China recently
published its first bl anket provi sion over net wor k
i nt erconnecti on. It is very simlar to the principles of

the GATS and Reference Paper of the WIO which is based on
the experience of such countries as the United Kingdom and
the United States.118

However, China's regulations and telecom policy were
still not inline with the new commtnents it was obligated
to under WIO rules. Therefore, China's MI, the country's
key tel ecomregul atory body, submtted to the State Council
t he Tel ecomuni cations Regul ation of the People's Republic
of China, which contain 11 chapters and 82 articles of
regul ation. 119 Once the State Council approved them on
Sept enber 20, 2000, they becane China's first conprehensive
set of telecom regulations. M1 drafted the regulations
with the goal to making them conpatible with the rules of
the Wo.

Now, for the first tinme, foreign participation in
China's telecom services market is allowed under Chinese
regul ati ons. Foreign investors have to set up joint
ventures with Chinese conpanies and can only be a mnority
party in the joint venture, according to a separate but
rel ated document drafted by M1 entitled "Regulations on
Foreign Invested Tel ecommunications Enterprises."120 The

chairman of the Board of Directors nust be appointed and

118 zhang, Bing and M ke W Pegg, "Tel ecom conpetition, post-WO
style,” The China Busi ness Review, Muy/June 2000, vol 27, no. 3, pg 12.

119 Horsl ey, Jamie P., "PRC Regul ation of Foreign Tel ecom Equi pnent
and the WIQ," The Chi na Busi ness Review, Sept/Cct 2001, vol. 28, no 5,
pg 66.

120 Hors| ey, Jamie P., "China's New Tel ecomuni cati ons Regul ati ons
and the WIQ," The Chi na Busi ness Review, July/ August 2001, vol. 28, no
4, pg 34.
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the general mnager nust be recommended by the Chinese
investor. Foreign conpanies nust also denonstrate "sound
performance and experience in the industry,” which wll
give Chinese authorities great flexibility in deciding
whi ch conpany shoul d receive |icenses. 121

Unbel i evably, despite the recent regulations from the
M1, the National People's Congress has yet to pass a
conprehensive and workable telecom |aw. Chi na has been
working on a telecomlaw for over 20 years.122 Bureaucratic
conpetition anong the various conpanies in China's tel ecom
industry has stalled efforts to finalize a draft. As a
result, China's telecom industry has been governed by
pi eced-together adm nistrative regul ati ons.

MI and China's Ilegislators should gain valuable
experience through the inplenentation of the previous
Tel ecom Regul ati ons. This wll allow the adoption of a
conprehensive and workable telecom law by the National
Peopl e' s Congress. The M1 stated in March 2001 that the
| aw should be available within two to four years.123 NMbst
likely, the long-awaited telecom law will likely be based
heavily on the Tel ecom Regul ati ons.

G CONCLUSI ON

Chi nese telecom policy toward foreign involvenent has
changed considerably in recent years. Clearly, China's
telecom policy has come a long way, from not allow ng
foreign investnent to allowing up to 50 percent foreign

investnment in some areas. Chinese telecompolicy mrrors

121 | pjq.
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devel opnents in the wder society, and telecom policy
outcones reflect the huge liberalizing changes com ng from
within the society.

| ncreased demand for telecom services and the need to
nodernize its outdated infrastructure drove China to
rethink the policy of allowng foreign investors own part
of the tel ecom network. However, in the end, the increased
financing, investnment and the new technology China would
gain from the new policy outweighed the disadvantages.
However, there are still many Chinese who are still
skeptical about the change for national security reasons,
especially because of the history China has had wth
m streat ment and subjugation by foreign powers.

The question now is, who will take advantage of this
change in telecom policy? China's 1.3 billion population
has appeared to be a lucrative market for U S. investors.
There will no doubt be intense conpetition to see who wll

eventually beconme the industry leader in the wreless

telecom industry. The next chapter will address which U S
conpanies will be affected nost and will explore if the
American wreless telecom industry wll benefit from

China's accession into the WO
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V. EFFECTS ON U.S. W RELESS TELECOM | NDUSTRY

A | NTRODUCTI ON

In 2002, China passed the United States to becone the
| argest wireless tel ephone industry in the world, with over
200 mllion nobile phone subscribers anbng a popul ati on of
over 1.3 billion.124 Today, there are over 230 nillion
nobi | e phone subscribers in Chinal25, and anal ysts predict
that China's wireless tel ephone industry will eventually be
twice the size of those in Europe and the United States
conbi ned. Additionally, China's Mnistry of Infornmation
I ndustry predicts that China wll have over 400 mllion
subscri bers by the end of 2005. 126

Studi es have also shown that the nunber of nobile
phone subscribers will exceed that of fixed-line tel ephone
users soneti ne before 2004.127 Wrel ess networks have been
successful in China, as other parts of Asia and other
devel opi ng countries, because of the fact that they can be
installed nore quickly and at a |ower price per subscriber
than fixed-line systens. Additionally, an estimted 40
percent of Chinese villages are not connected by the
country's fixed-line network.128

The question that remains is who will capitalize on
China's vast opportunity in the wireless telecom industry?
Since, China becane a full nenber of the WO in Decenber

124 |in-Liu, Jen, "Vho will get China's 3G dowy," | EEE Spectrum
April 2003, vol. 40, issue 4, pg 16.

125 The M1 Homepage, http://ww. nmi.gov.cn; Internet; accessed 15
Aug 03.

126 Leopol d, George, "Wreless Vendors Eye China's Mrket,"
El ectroni ¢ Engi neering Tinmes, 11 March 2002, issue 1209, pg 4.

127 Cai, Mchael, "The Chinese Tel ecom Market Still Proni ses
Tremendous Opportunities,” Parks Associates, April 2003, pg 1

128 " \pbi | e- Phone Conpani es See Vast Qpportunity in China," Evening
Standard (U. K. ) 23 January 2002.
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2001 and opened its telecomindustry up to the rest of the
world it has seen dramatic changes. There are several U S.
Wi rel ess tel ecom conpani es which attenpting to benefit from
a nore open China with respect to its tel ecomindustry.

Thi s chapt er first provi des sone backgr ound
information on China's four wreless conpanies that have a
license from the Chinese governnment to operate nobile
t el ephones. Next, this chapter discusses the different
third generation (3G technologies that the M1 is |ooking
to enploy in China's wireless telecom future. This wll
have a mmjor inpact on which United States conpanies, if
any, will benefit fromthe inportant future decision. The
| ast section of this chapter explores which U S. conpanies
have been receiving contracts and making joint ventures
with China's wireless tel ecom conpanies in the period from
Decenber 2001 to June 2003.

B. BACKGROUND ON CHI NA' S W RELESS COWMPANI ES

There are currently four w reless conpanies that have
a license to operate a wireless telephone network from the
Chi nese governnent: China Mbile Comrunication Corporation
(China Mbile), China United Tel econmunication Corp (China
Uni com) , China  Tel econmuni cati ons Cor por ati on (Chi na
Tel ecom), China Netcom G oup. 129 China Mobile recently
dethroned United Kingdoms wreless giant Vodafone as the
world's |argest nobile phone carrier in Septenber 2002,
with over 123 mllion users.130 China Unicomis currently

the world's third |argest nobile phone carrier, with over

129 statham Jack, " Breakup of China State Tel ecom Monopolies
Signal s Maj or Restructuring," Sunday Business 19 May 2002, London
edi tion.

130 prj ngl e, David, "Vodafone's Gent Puts Successor on the Line,"
Wall Street Journal 31 July 20003, Eastern edition: pg B3.
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107 mllion users.131 China Telecom once the nation's
nonopoly provider of fixed-line l|local and |ong distance
phone service, now operates nobile phone networks in 21
provinces in the south and west. Lastly, its newy created
conpetitor, China Netcom operates nobile networks in 10
provi nces in northern China.

In 1999, the Chinese governnent decided to split the
st at e-owned nonopoly tel ecom service provider China Tel ecom
into four pieces to pronote greater conpetition in the
donestic telecom sector and prepare its telecom industry
for the inpact of China's entry into the WIO. Each of the
four conpanies was chartered to concentrate on a different
tel ecom sector. The first conpany kept the nane China
Telecom and concentrated on the fixed-line telephone
i ndustry. China Mbile, the second conpany, concentrated
on the wreless telecom industry. China Satellite
Transm ssion (ChinaSat) and Guoxin Paging were the last two
conpani es created and concentrated on the satellite and
pagi ng i ndustry, respectively.

Therefore, China Mbile, fornmerly a subsidiary and the
nmost profitable arm of China Telecom was officially
introduced to the world as its own entity in 1999. The GSM
(d obal System for Mbile Comunications) technology that
was first developed in Europe in the early 1980s was the
primary standard it wused for its nobile phone telecons.
China Mbile currently boasts nore than 123 mllion users
that represent over 70 percent of the Chinese wreless
tel ecom industry, which not only nmakes it China's |argest

wireless telecom provider but also the world s |argest

131 The M1 Homepage, http://ww. nii.gov.cn; Internet; accessed 15
Aug 03.
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wirel ess operator.132 |ronically, Vodafone purchased a 2.1
percent stake in China Mbile in Gt 2000 for $3.7
billion.133

China Unicom was established in 1994 by the fornmer
Mnistry of Electronics (ME), the Mnistry of Electronic
Power and the Mnistry of Railway as a conpetitor to China
Tel ecom which was then owned by the former Mnistry of
Posts and Tel ecommuni cations (MPT). Currently, China
Unicom is the second |argest wireless telecom operator in
China with over 107 mllion users that represent a little
under 30 percent of the Chinese wreless telecom
i ndustry. 134

China Unicom offers a full range of telecomunication
servi ces, such as wreless, pagi ng, |l ong distance,
satellite, and data and Internet services. However, it
receives its primary revenue from the wreless telecom
i ndustry. China Unicom announced in late 2001 that it
started a new wreless network based on code division
multiple access (CDMA) technology.135 This was in addition
to its other wirel ess network based on GSM technol ogy. The
CDMA network was an attenpt to bring a higher quality
signal to China and to take w rel ess phone subscribers away
from bigger rival China Mbile. 13 |t has been successful
and has allowed China Unicom to cut into China Mobile's

mar ket share in the l|last couple of years. Addi tionally,
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Wall Street Journal 31 July 20003, Eastern edition: pg B3.
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China Unicom enjoys a preferential policy that enables it
to charge 10 percent less than China Mbile for its
services. 137 The price advantage also hel ped attract many
new GSM subscri bers away from China Mbile. Chi na Uni com
ains to have 150 mllion nobile subscribers by 2005, wth
over half of these users anticipated to be CDVA users. 138

China Telecom was again split in My 2002 along
geographic lines. 1In 1999, the Chinese governnent stri pped
away the wreless, paging, and satellite business from
Tel ecom and nade the conpany primarily a nonopoly of fixed-
line tel ephone networks and services. This tinme 30 percent
of its network resources and ten subsidiaries in northern
China were nerged into China Netcom G oup. 139 The remining
21 subsidiaries in southern China retained 70 percent of
the networks and formed the new China Telecom G oup. 140
Though the primary charter for China Netcom and China
Telecom is to operate fixed-line tel ephones in China, the
Chi nese governnent has al so granted both conpanies |icenses
to operate wireless networks in China to further increase
t he conpetition.

Bot h China Tel ecom and Chi na Netcom have been using a
wireless technology developed by UTStarcom based in
Al ameda, California, called personal access system (PAS) to
extend their services.141 The technology was prinarily

introduced into China's rural area as a supplenent to

137 Lin, Al bert, "Navi gating China's Unpredictable Tel ecom Waves, "
Wreless Data News, 9 April 2003, vol. 11, issue 7, pg 1

138 pickie, Mure, "3G neans it's getting crowded in paradise,"
Fi nanci al Tinmes 8 August 2003, London Edition: pg 29.
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fixed-line systens. Marketed as a |ow-cost investnent
option for wireless |local telephone service, the PAS system
f eatures advanced voice and data services within a flexible
network architecture that can be seam essly integrated with
future 3G and broadband technol ogi es. Wth this
technol ogy, China Tel ecom and China Netcom have signed up
over 13 mllion Chinese consuners. 142
C. THI RD GENERATI ON (3G) STANDARDS

3G stands for third generation and is a wreless
industry term for a collection of international standards
and technologies ained at increasing efficiency and
i nproving the performance of nobile wireless networks. 3G
Wi rel ess services of fer enhancenent s to current
applications, including greater data speeds, increased
capacity for voice and data, and the advent of packet data
networks versus today’'s switched networks. As second-
generation (2G) wreless networks evolve into third-
generation systens around the gl obe, operators are working
hard to enable 2G and 3G conpatibility.

3G is a generic term covering a range of future
wireless network technol ogies. There are several 3G
technol ogi es avail able, but the nost popular and the ones
China is looking to enploy include WCDVA, CDVMA2000, and TD
SCDMA. 143 Despite any benefits that either system has over
the other, the author does not foresee any nmjor service
provider of GSM switching to CDMA2000 or an |S 95 provider
switching to TD SCMA or WCDMA. The cost of installing or
replacing an entire base station is too nuch, considering

that nost base stations are relatively new More than

142 | pj q.

143 krikke, Jan, "Fortunes Changing in Asia," Wreless Wek 19
August 2002, available fromhttp://ww.w rel essweek.cony |nternet;
accessed 14 August 2003.
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likely, the service provider wll chose a 3G cellular
system that provides sonme backward conpatibility for their
current customers and equi pnent.

The current hot topic in China's wireless industry is

3G licenses. The Chinese governnent renains undecided
regardi ng which 3G technology it wll adopt as a nationa

st andar d. 144 China wll not start issuing 3G mobile
licenses wuntil 2004 or 2005 because the industry and
network standards are still immture.145 3G npbile networks

would not start replacing existing nobile comrunications
until 2006. 146

There are three 3G standards China is currently
| ooking to enpl oy. The first is w deband CDVA (W CDMA, a
GSM devel opnent), which 1is a version developed and
primarily used in Europe. The second is CDMA2000, which is
a version developed in the United States by San D ego based
Qual comm Lastly, the China Acadeny of Tel econmunications
Technol ogy (CATT) forged a joint venture with Germany's
Si enens and devel oped a domestic 3G digital nobile network
based on tinme di vi si on-synchr onous CDVA  ( TD- SCDVA)
t echnol ogy.

CATT officials argue that the country should adopt TD
SCDMA as the national 3G standard to avoid becomng a
battlefield for overseas conpanies.147 Furt hernore, TD-
SCDVA adheres to international standards and has been

approved by the International Teleconmunications Union.

144 | ens, Mchel, "3Gin China Awaits Government Decisions; Another
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Week 4 February 2002, available fromhttp://ww. wirel essweek. com
Internet; accessed 14 August 2003.
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The Chi nese governnent, conscious of its huge market and
loath to pay royalties to foreign conpanies, continues to
invest in TD SCDVMA technology and wll continue to
aggressively pronote its use as the future 3G standard for
Chi na.

Chinese officials responsible for planning the rel ease
of 3G wreless networks in China have submtted three
options to Beijing for consideration. The first proposal

would allow operators total freedom to deploy any 3G

st andar d. The second recomendation would see China
Tel ecom and China Netcom being awarded licenses for the
Chi nese TD SCDVA technol ogy. China Mbile would then
depl oy WCDMA and China Unicom to inplenent CDMA2000. In

the final option, China Telecom and China Netcom are
restricted to just one standard but would still need to
deploy TD-SCDVA in certain districts as the main network
syst em 148

However, the first option is not expected to be
chosen, since the Chinese have already invested over $55
mllion in devel oping the donestic TD SCDVA standard and
woul d want sone operators to adopt the technol ogy.49 China
Mobil e has already indicated plans to mgrate from GSM to
W CDIVA. 150 The conpany plans on rolling out its WCDVA
network as soon as 3G |licenses are awarded. Chi na Uni com

has al so chosen not to adopt the TD SCDVA standard and has

148 » chijnese propose three options for the adoption of 3G"
avail able from
http://ww. 3gnewsroom com 3g_news/j an_03/ news_2978.shtm ; Internet;
accessed 17 August 2003.

149 Chakr aborty, Pradeep, "3G Operators WIIl Find It Hard To Ignore
TD- SCDMA, " Wrel ess Week 2 December 2001, available from
http://ww. wi rel essweek. com Internet; accessed 14 August 2003.

150 " cnina: Gsm Spendi ng Conti nues Downward," Wrel ess Wek 15

February 2003, available fromhttp://ww. wi rel essweek.com |Internet;
accessed 14 August 2003.
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chosen to upgrade its CDVA network to a CDVA 2000 network,
i nstead. 11 Therefore, nobst likely China Tel ecom and China
Netcom will be forced to deploy the TD SCDMA in sone
capacity. The M1 is expected to provide sone financial
incentives for the licensed conpanies to build their TD
SCDVA net wor ks.

D. W RELESS CONTRACTS W TH AMERI CAN COMPANI ES

China has beconme an extrenely conpetitive market for
the world's |argest tel ecommunication conpanies. There are
over 50 foreign conpanies that are involved in sonme form
with tel ecomunication operations in China. However, this
thesis concentrates only on the United States conpanies
i nvol ved in some form in China's Wi rel ess
t el ecommuni cati ons.

Denmand for w reless telecom equi pnent exceeds China's
production capabilities, resulting in increasing demand for
inports and foreign investnment in mnufacturing. Until
recently, profits have largely been |imted to fees rather
than revenues. However, since China joined the WO,
foreign conpanies can now form joint ventures w th Chinese
conpani es.

There have been several joint ventures established
between United States conpanies and the four Chinese
conpani es t hat have | i censes to operate wreless
t el ephones. A conplete list of contacts, joint ventures,
and agreenents signed between lhited States conpanies and
Chi nese conpanies from Jan 2002 to July 2003 is appended as
Table 1 at the end of this chapter. There have been a
total of 39 contracts, joint ventures, or agreenents signed

with United States conpanies during that tinme frane, valued

151 "L ycent Technol ogi es Signs Second Phase CDVA Wrel ess Contract
with China Unicom" Lucent Press Rel ease 21 Cctober 2002, avail able
fromhttp://ww. | ucent.com press/1002/021021. nsa. htnl .
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over $2 billion. However, in reality, there were probably
sonme contracts that were not nade public, and so the total
value of the contracts could be double the above value
since sone of the contracts did not disclose or estimate a
value of the contract. Additionally, these contracts only
represent only a fraction of the contracts awarded
wor |l dwi de. Al catel, Ericsson, Hauwei, NEC, Nokia, Nortel,
Sansung, Sienens, and nmany ot her foreign conpani es have all
received substantial contracts from China Mbile, China
Uni com China Netcom and China Tel ecom

The U.S. conpany that has probably benefited the npst
from the new WO regulations allowing joint ventures is
Qual comm I ncor porated, based in San Diego, California. The
conpany pioneered the comercialization of the CDVA
technology wused in wreless conmunications equipnent. 152
The conpany owns many patents to CDVA technol ogy. It not
only makes noney on the sale of its wreless phone chips
and CDVA equi pnent, but it also gets royalty revenue any
time its technology is used.153

Qual comm and China Unicom forned a 50:50 joint venture
that would foster growh of Qualcomms Binary Runtine
Environnent for Wreless (BREW platform in China. The
conpanies said that the joint venture would "capitalize on
the technical advant ages of BREW technol ogy, t he
conpetitive advantages of CDMA in wreless data and the
versatile operating capabilities of China Unicom"14 There

was no public dollar anount placed on the value of the

152 pavi es, Jennifer, "San Di ego- Based Qual comm Gets By Despite
I ndustry Wes," The San Di ego Union-Tribune 10 November 2002.
153 pavi es, Jennifer, "Qual conm Technol ogy Key Part of China Deals,"
The San Di ego Uni on-Tri bune 22 COctober 2002.
154 »Qual conm brews Chinese joint venture," El ectronic Engineering
Times, 3 March 2003, issue 1259, pg 22.
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joint venture, but it could earn mllions of dollars for
Qualcommin the future if the technol ogy proves successful.

The first joint venture between an Anmerican conpany
and a Chinese conpany after China officially joined the WO
came on May 28, 2002, with a joint venture between Openwave
Systens and China Unicom 15 The nodest joint venture
bet ween the conpanies was to devel op nobile comunications
technol ogy software and was estimated to be worth $10
mllion. American 3 Com and Chinese Huawei Technol ogi es
al so signed a 49:51 joint venture on March 20, 2003 worth
an estimted $19.3 mllion.156 3 Com was to help
manuf acture w rel ess data communi cati ons equi pnment in Hong
Kong and Hangzhou. The nobst recent joint venture was a
49:51 wreless collaboration project between Anerican LCC
I nternational and Chinese Bright Oceans for an undi scl osed
anount for a wreless collaboration project on July 24,
2004. 157

However, one of the nost lucrative joint ventures is
between Al aneda, California-based UTStarcom and Chinese
Dat ang Mbbi |l e. 158 Datang Mobile was incorporated as a
limted liability conpany under the laws of China in
February 2002 and aspires to becone a |eading supplier of
TD- SCOVMA technology and network solutions in China and
t hroughout the world. There was not any estimated val ue
given for the joint venture, but both conpanies are to

col |l aborate to provide a TD-SCDVA solution using an |P-

155 "china: Joint Ventures, Contract, MoUs & Cther Agreenents,"” The
Econom st Intelligence Unit, 10 June 2002.

156 "chi na: Joint Ventures, Contract, MoUs & Cther Agreenents,"” The
Econom st Intelligence Unit, 31 March 2003.

157 “china: Joint Ventures, Contract, MoUs & Other Agreements," The
Econom st Intelligence Unit, 4 Aug 2003.

158 »yTStarcom M nes Chi na Market," Communi cations Today 28 March
2002.
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based core network. If China decides to use the TD SCDVA
technology as the future of its 3G technology, then
UTSt arcom woul d benefit greatly fromthis joint venture.

UTSt arcom denonstrates that a conpany does not have to
deal in CDVMA or GSM technologies to capitalize on the
wireless growh in China. It has been awarded over $432.8
mllion in supply and equi prent contracts between Jan 2002
to July 2003.159 The contacts have been with fixed-line
operators China Telecom and China Netcom to deploy its
Personal Access System (PAS) Internet protocol (I1P) based
wi rel ess technol ogy. China Tel ecom and China Netcom are
using the PAS to extend, in a manner simlar to wreless
| ocal |oops, voice and data services from their fix-line
infrastructures to nobile and desktop devices. Thi s
t echnol ogy has been especially successful in rural areas in
China where China Mbile and China Unicoms wreless
service does not have coverage. The service has all owed
China Netcom and China Unicomto cut into China Mbile and
Chi na Uni com new subscribers by offering a wreless service
at drastically lower prices than the traditional wreless
t el ephone conpani es.

Motorola is another Anerican conpany that has done
wel | in China's wreless telecommunications industry.
Al though it has not establish any joint ventures during the
year and half following China's entry into the WIQ, it had
al ready established several joint ventures wth Chinese
conpanies to produce cell phones, CDVA  equi pnent
sem conductors, and other wreless high-tech products.
Currently, Mtorola's facilities in China include a wholly-

owned conpany, a holding conpany, nine joint ventures and

159 gsee Table 1.
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24 subsidiaries.180 Additionally, it currently enploys nore
than 12,000 enployees in China. Motorola' s nine joint
ventures in China include: Guangzhou Jinpeng Cellular
Systens  Conpany, Shanghai Motorola Telecom Products
Conmpany, Beijing Huamn Smartcard System Manufacturing
Conpany, Hangzhou Eastcom Cel lular Phone Conpany, Leshan-
Phoeni x Sem conductor Conpany, Huamn Smartcard Systens
Conpany, Hangzhou Eastcom Cellular Equipnment Conpany,
Shanghai Zhongnei Autonotive Electronics Conpany, Mtorola
Q angxin (Tianjin) |IC Design Conpany. 161

Motorola entered the Chinese market in 1987 when it
opened a representative office in Beijing. In 1992,
Motorola (China) Electronics Ltd, was established in
Tianjin, where it primarily manufactures nobile phones and
Wi rel ess comunications equipnent for the Chinese nmarket
and other markets in the world. Motorola is China's
| argest foreign investor, with nore than $3.45 billion in
cunul ative investnent in China. Additionally, Mtorola has
stated that it is going to invest an additional $6.6
billion in China over the next five years and double the
annual production of its Chinese subsidiary and joint
ventures. 162 Recently, Mtorola announced that it is going
to back the Chinese TD-SCDVA nobile standard and invest
heavily in the technology to give it a foothold in the
mar ket if the Chinese governnent decides to use it for its
3G standard.163 Over the period of Jan 2002 to July 2003,

160 nbtorol a Honmepage, http://ww. notorola.comcn; Internet; accessed
15 August 03.

161 | pi d.

162 | pj d.

163 "Mptorola to invest in Chinese TD-SCDMA 3G Standard," avail abl e

from http://ww. 3gnewsroom con’ 3g_news/jan_03/ news_2926. shtni ;
Internet; accessed 17 August 2003.
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Motorola received over $616.8 mllion in equipnent
contracts to expand and wupgrade China's GSM wreless
net wor ks. 164

Lucent Technologies 1is another giant in China's
wirel ess telecomunication industry. Currently, it has
seven regional offices, six joint ventures, three wholly-
owned conpanies, two Bell Labs branches (Beijing and
Shanghai), and four R&D centers.165 Additionally, it
currently enploys nore than 4,000 enployees in China.
Lucent's six joint ventures in China include: Guoxin Lucent
Technol ogi es Network  Technol ogi es  Conpany ( Shanghai),
Lucent Technol ogies Q ngdao Tel ecommunications  System
Conpany, Lucent Technologies Q ngdao Tel ecomuni cations
Systenms Services Conpany, Lucent Technol ogies Optical
Net wor ks ( Shanghai), Lucent Technol ogies Information and
Communi cations of Shanghai Conpany, Lucent Technol ogies
Q ngdao Tel ecom Enterpri se. 166

Lucent nade a significant entry in China in 1993 when
it signed a nenorandum of wunderstanding with the State
Devel opnment Pl anning Commi ssion for long-term nulti-field
cooperation in China. Lucent's strongest areas in China
i nclude 1 ong-haul transmi ssion and wireless infrastructure
mar kets. Over the period of Jan 2002 and July 2003, Lucent
received over $400 mllion in equipnent contracts to
provi de CDVA equi pnent upgrades in China. 167

There are several other Anerican conpanies that would
like to enter the Chinese wreless telecomunications

mar ket . Software vendors like IBM Mcrosoft, and Hew ett

164 see Table 1.

165 Lucent Honmepage, http://ww.lucent.com Internet; accessed 16
August 03.

166 Emmil from Eric Xu from Lucent Technol ogi es dated 8 Septenber
2003.

167 see Table 1.
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Packard have all been trying to gain entry into China's
wireless industry in some form168 M crosoft has stated
that it is willing to invest for years without reward to
wi n over China. Currently, Mcrosoft is conpeting wth
Britain's Synbian to becone the standard software used in
new wirel ess phones. China' s second |argest nobile handset
meker, TCL Mobile, started using Mcrosoft's nobile
software standard in its nobile phones in May 2002.169 TCL
is one of China' s fastest growi ng handset makers and has
been steadily wnning market share over other nobile
handset makers the past several years.

Conmpaq, Intel, Asialnfo, Calypso Wreless, Tectronix,
and LCC International have all signed significant wrel ess
supply and equi pnment contracts wth Chinese conpanies the
past several vyears.1’/0 Contracts were nade for providing
software and services for wreless |IP network expansion.
QO her contracts were for developing wireless |ocal area
network hotspots in urban public areas. Addi tionally,
col l aborating in various wreless projects and devel opi ng
TD-SCDVA technology proved to be popular types of
contracts. Whatever the contract, joint venture, or
agreenment, there seens to be no end in sight to the
billions of dollars Chinese conpanies are willing to give
foreign conpanies to help upgrade China's wreless

t el econmuni cati ons.

168 Omat seye, Sam "China: Land of Opportunity,” RCR Wreless News 7
January 2002: pg 1.

169 G eenberg, Jonah, "M crosoft tackles China's nobil e-phone
mar ket ," Toronto Star 18 May 2002, Saturday Ontario Edition: pg D4.

170 carlson Carl, "China Gets WIO Head Start - Country Turns to
Western Vendors to Satisfy Gowing Need for Wrel ess and Broadband
Services," eWek, 1 January 2001, vol. 18, no. 1, pg 23.
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E. CONCLUSI ON

Qual comm UTStarcom Mtorola, and Lucent Technol ogies
are the Anmerican wreless telecom conpanies that have
benefited the nobst from China joining the WO Thi s
analysis is based on supply and equi pnent contracts, along
with joint ventures, that the conpanies made w th Chinese
W rel ess conpanies. Additionally, Openwave Systens, 3 Com
and LCC International have all entered into joint ventures
with Chinese wreless firns that wll prove to be
beneficial in the future.

However, it is surprising that nore Anerican wrel ess
t el ecom conpani es have not entered into nore joint ventures
with Chinese firmns. Less than two years after China's
adm ssion to the WO the wdely anticipated "foreign
i nvasion” has not happened due partly to the severe
downturn in the telecom industry and concerns over Chinese
regul ations and returns for foreign investnent. There were
only five joint ventures between Anerican wrel ess
conpani es and Chinese firnms from January 2002 to July 2003.
Addi tionally, even though Mtorola and Lucent already had
several joint ventures in place before China joined the
WO, both conpanies have not established any new joint
ventures since.

Many Anerican wreless conpanies are waiting to see
whi ch direction China is heading for its future 3G wirel ess
st andar d. An announcenent is expected by the end of this
year or early next year which 3G wireless standard China is
going to use. However, nost likely, the Chinese governnent
will issue licenses for three different 3G standards.
China Unicomwith nost |ikely adopt CDMA2000 as its future
3G standard due to backward conpatibility I ssues.

Additionally, China Mbile wll probably adopt WCDVA for
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t he sane reasons. Nevertheless, the Chinese governnent has
invested mllions of dollars into its own donmestic 3G
st andar d, TD SCDVA; t her ef or e, some Chinese wreless
conpany will likely receive a |license to operate it.

China has the world's largest cellular networks market
in the world and continues to increase its |ead.
Additionally, only 16.2 percent of the population owns a
wirel ess phone, so there is still plenty of room for
growt h. 171 During 2002, an average of five mllion new
wirel ess subscribers were added nonthly.172  There is no
wonder why so many foreign wireless conpanies want to try
and enter this prom sing market.

171 The M| Homepage, http://ww. nii.gov.cn; Internet; accessed 15
August 03.
172 Cai, M chael, "The Chinese Tel ecom Market Still Pronises
Tremendous Opportunities," Parks Associates, April 2003, pg 2.
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Date

Type

U.S. Company

Chinese Company

Amount

Description

4-Mar-02

Equipment contract

Asialnfo

China Mobile

$3.9m

Provide Software and
Services for wireless |P|
network expansion

6-Mar-02

Equipment contract

Motorola

China Unicom

$260m

Expand and upgrade GSM
wireless networks in five
provinces.

28-Mar-02

Supply Contract

UTStarcom

China Telecom

$115m

Deploy Personal Access
System (PAS) IP based
wireless technology around
China

17-May-02

Equipment contract

Asialnfo

China Mobile

$1.5m

Provide Software and
Services for wireless |P|
network expansion

28-May-02

Joint Venture

Openwave Systems

China Unicom

$10m

JV to develop mobile comm
technology software

19-Jun-02

Equipment contract

Motorola

China Mobile

$100.8m

Expand and upgrade GSM
wireless networks in Hubei,
Yunnan, Beijing and Tianjin

11-Jul-02

Supply Contract

P-Com

Shanhai Datang Mobile

$100m

Provide spread spectrum,
point-to-point &  point-tod
multipoint products

24-Jul-02

Equipment contract

UTStarcom

China Netcom

$18.7m

Provide IP-based wireless|
access system

2-Aug-02

Equipment contract

Motorola

China Mobile

$108m

Expand and upgrade GSM
wireless networks in Hubei,
Yunnan, Beijing and Tianjin

5-Aug-02

Equipment contract

Asialnfo

China Unicom

Expand and upgrade
wireless data networks in
Ningxia and Qinghaij
provinces, & Hainan and
Beijing

24-Sep-02

Supply Contract

UTStarcom

China Telecom

$22m

Provide IP-based wireless
access system in Southern|
China

26-Sep-02

Letter of Intent

INTAC International

China Unicom

Become authorized reseller|
of wireless mobile services in
Chengdu branch of China|
Unicom

4-Oct-02

Supply Contract

Asialnfo

China Telecom

Build  metropolitan  area
wireless network in Beijing

21-Oct-02

Equipment contract

Lucent Technologies

China Unicom

$400m

Provide CDMA 1x equipment]
upgrade

15-Nov-02

Equipment contract

Motorola

China Mobile

$68m

Upgrade GSM and GPRS
networks

19-Nov-02

Supply Contract

Motorola

TCL Mobile Comms

Provide platforms fo
developing next-generation|
handsets in Qingdao

21-Nov-02

Supply Contract

UTStarcom

China Netcom

$61m

Provide IP-based wireless
access system in Northern|
China

26-Nov-02

Supply Contract

UTStarcom

China Telecom

$31.7m

Provide IP-based wireless
access system in Jiangsu

29-Nov-02

Joint Venture

UTStarcom

Datang Mobile

Provide a TD-SCDMA
solution using IP-based core
network

8-Feb-03

Supply Contract

Calypso Wireless

China Telecom

$500m

Delivery of  broadboand
video mobiles phones over
three years

13-Feb-03

Supply Contract

UTStarcom

China Telecom

$26.50

Supply PAS gear for local
wireless service
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Date Type U.S. Company Chinese Company | Amount [Description
JV to develop CDMA
3-Mar-03 | Joint Venture (50:50) Qualcomm China Unicom # services in China using|
Qualcomm's BREW tech
. . . Build city wireless system
5-Mar-03 | Equipment contract | Lucent Technologies China Telecom # networks in Jiangsu province
10-Mar-03 | Equipment Contract | Lucent Technologies China Telecom # Egtl\lgorﬁgnvlgzﬁéis;ro?{rs\tcim
Supply PAS gear for local
10-Mar-03 Supply Contract UTStarcom China Netcom $50m |wireless service in Northern
China
Develop wireless local area
10-Mar-03 | Agreement Signed Intel China Netcom/Mobile # network hotspots in urban
public areas
. Supply PAS gear for local
14-Mar-03 Supply Contract UTStarcom China Telecom $30m wireless service in Guizhou
. . Collaborate in developing
19-Mar-03 | Agreement Signed Tectronix Datang Telecom Tech # TD-SCDMA technology
Provide IP-DSLAM
20-Mar-03 Supply Contract UTStarcom China Netcom # multimedia mobile platform
in Shandong and Shanxi
JV to manufacture datd|
20-Mar-03 | Joint Venture (49:51) 3Com Huawei Technologies | $19.3m [comm equipment in Hong
Kong and Hangzhou
22-May-03 [  Supply Contract UTStarcom China Telecom $20m Supply ~ PAS  gear in
Guangdong
23-May-03 Supply Contract UTStarcom China Netcom $57.9m g(reci)j\ilrge PAS equipment in
Provide support software
28-May-03 Supply Contract Lucent Technologies China Unicom # long-hual wireless switch
network
Provincial back-bone
15-Jun-03 | Equipment contract | Lucent Technologies Hunan Unicom # transport network for itg
mobile network
15-Jun-03 | Agreement Signed | Lucent Technologies | Unicom Horizon Mobile # Technical Services
15-Jul-03 | Equipment contract Motorola China Unicom $80m ErI]DaI\S/Ii\ZOSO n:ﬁ/{;g&smn of
16-Jul-03 Supply Contract SnapTrack/Motorola China Unicom # Supply Wireless Gear
. Supply PAS gear for local
23-Jul-03 Supply Contract UTStarcom China Telecom # wirgﬁegs servicge in China
24-Jul-03 | Joint Venture (49:51) LCC International Bright Oceans # \évr'(r;elifs Collaboration
Total 39 Contracts, JV, or 2084.3m

Agreements Signed

# = Undisclosed Value (in millions)

Sources: The Economist Intelligence Unit Ltd, rcrnews.com, and various newspaper and magazine articles

Tabl e 1.

Contracts,

Joi nt

Vent ur es,

and Agreenents signed

between China and U S. wireless conpanies from 1l January 02
to 30 July 03.
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V. CONCLUSI ON AND SECURI TY | MPLI CATI ONS

A SUMMARY OF PRI NCI PAL CONCLUSI ONS

This thesis first covered China's long entry into the
WIO. It showed that the WIO is one of the npbst inportant
mlestones in China's integration with the world and will a
have profound inpact on China's wreless telecomindustry.
The WO guarantees globalization of the Chinese econony,
the likes of which has never occurred in that country.
Addi tional ly, China hopes the WO wll create an
environnment of mutual interest that provides for peaceful
devel opnent and that Wil | also have positive and
significant influence on the developnent of Sino-U S
relations. Wth all the uncertainty over what the WIO wi ||
bring to China, the one thing for sure is that the WIO is
going to have a large inpact on China's wreless telecom
i ndustry.

China has nmade sonme major conmmtnents regarding its
telecom industry and wreless telecom industry. These
commitments marked China's first agreement to open its
tel ecom sector to direct investnent. Forei gn conpani es
were allowed to hold 25 percent foreign equity share when
China first entered the WO in Decenber 2001. They were
all owed 35 percent after one year and will be allowed 49
percent after three years. This is two years faster than
was provided for in the bilateral agreenment between the
U.S. and China because the European Union (EU) able to
negotiate a two-year acceleration of this transition
peri od.

Additionally, Chinese telecom policy toward foreign

i nvol venment has changed considerably in recent years to
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reflect its WO commtnents. Clearly, China's telecom
policy has conme a long way, from not allowing foreign
investment to allowing up to 50 percent foreign investnent
in sone areas. Chinese telecompolicy mrrors devel opnents
in the wider society, and telecom policy atcones reflect
the huge Iliberalizing changes comng from wthin the
soci ety.

| ncreased demand for tel ecom services and the need to
nodernize its outdated infrastructure drove China to
rethink the policy of allowing foreign investors own part
of the telecom network. However, in the end, the increased
financing, investnent and the new technology China would
gain from the new policy outweighed the disadvantages.
However, there are still many Chinese who remain skeptica
about the change for national security reasons, especially
because of the history China has had with m streatnent and
subj ugation by foreign powers.
B. SECURI TY | MPLI CATI ONS

There are nmany people in China who have concerns that
China's national security mght be threatened by allow ng
foreign direct investnent in their network. That 1is,
foreign ownership of telecomunications facilities m ght
allow state secrets to leak out of China. Addi tionally,
the tel econmuni cations infrastructure m ght escape nati onal

control during a national energency, such as a war.

However, concerns that national security wll be
threatened by foreign direct investnent are greatly
exaggerated. First, no foreign conpany will be able to own

its own independent wreless telecomunication network in
Chi na. It sinmply is not cost effective for a foreign
conpany to develop its own infrastructure to operate its

own telecommunication network in China. Therefore, the
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best a foreign conpany can do is establish joint ventures
with Chinese conpanies. Yet, by Chinese regulations,
foreign conpanies can only control a maxi mum of 50 percent
in those joint ventures, and can only be a mnority party
in those operations.

Additionally, experience in the United States shows
ownership of telecommunications infrastructure is not a
f ool proof nethod of safeguarding state secrets. 1In Section
310(b) of the Telecommunications Act of 1934, foreign
ownership and operation of the Anerican radio systens were
strictly controll ed. However, it did not stop Japanese
diplomats from transmtting encoded nessages about the
imm nent attack on Pearl Harbor in 1941 from the United
States to Tokyo over facilities operated by American-owned
tel egraph carriers. The nost effective way to protect
national secrets is to properly protect the information
resource rat her t han t he transm ssion i nstrunment.
Therefore, encrypting the data is a nuch nore effective way
to protect national security.

C. RESEARCH ANSWVERS

The primary research question of this thesis is
whether the U S. wreless telecom industry has benefited
from China entering the WIO. Even though it has been |ess
than two years since China joined the WIQ, it is safe to
say that both China and the United States have benefited.
Chi na IS updati ng and expandi ng its W rel ess

t el ecommuni cation networks and is very nmuch benefiting from

the advanced technology it is receiving from foreign
conpani es. The United States is receiving supply and
equi prent contracts wort h billions of dol | ars.

Additionally, the United States has received severa

lucrative joint ventures wth Chinese conpanies since
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China's accession into the WO and many nore will be nade
once China decides on its future 3G standard. Thi s
translates directly into jobs for the American econony.
The market in China now accounts for over a quarter of
total revenue for sone American conpanies, and sone
Ameri can conpani es would not be able to survive without it.

The first secondary question about the security
inplications of China allowing foreign conpanies to own
part of its network has also been answered. The nost
effective way to protect national secrets is to properly
pr ot ect t he i nformation resource r at her t han t he
transm ssion instrunent. Therefore, if China has national
secrets it does not want foreign countries to hear, then
encrypting the data is the nost effective way to protect
national security. Experience in the United States shows
ownership of telecomunications infrastructure is not a
f ool proof nethod of safeguarding state secrets and concerns
that national security will be threatened by foreign direct
i nvestnent are greatly exaggerat ed.

The second secondary question about whether accession
into the WO wll change China telecom policy toward
foreign involvement has also been answered. Chi nese
telecom policy toward foreign involvenent has changed
consi der ably I n recent years to refl ect its WO
comi t ment s. China went from not allowing foreign
conpanies to allowing up to 50 percent foreign investnent
in sone areas. China will also further strengthen those
regulations and policies with actual laws in the near
future. China's new tel econmunication |laws are due out in
the very near future.

Finally, the last secondary question about which U S.

w reless telecom conpanies will be affected nost by China's
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accession into the WO has been answered. Qual conm

UTStarcom  Modtorola, and Lucent Technologies are the
Anerican w reless tel ecom conpani es that have benefited the
nmost from China joining the WIO. This analysis is based on
supply and equi prent contracts, along with joint ventures,

that the conpanies nade with Chinese wreless conpanies.

Additionally, Openwave Syst ens, 3 Com and LCC
International have all entered into joint ventures wth
Chinese wireless firnms that will prove to be beneficial in
the future.

However, it is surprising nore Anerican wreless
t el ecom conpani es have not entered into nore joint ventures
with Chinese firmns. Less than two years after China's
adm ssion to the WO the wdely anticipated "foreign
i nvasion" did not happen due partly to the severe downturn
in the telecom industry and concerns over Chi nese
regul ations and returns for foreign investnent. There have
been only five joint ventures between Anerican wreless
conpani es and Chinese firnms from January 2002 to July 2003.
Additionally, even though Mtorola and Lucent already had
several joint ventures in place before China joined the
WO, both conpanies have not established any new joint
ventures since.

Many Anerican wreless conpanies are waiting to see
which direction China is heading for its future 3G wireless
st andar d. An announcenent is expected by the end of this
year or early next year which 3G wireless standard China is
going to use. However, nost likely, the Chinese governnent
will issue licenses for three different 3G standards.
China Unicomwith nost |ikely adopt CDMA2000 as its future
3G standard due to backward conpatibility I ssues.

Additionally, China Mbile wll probably adopt WCDVA for
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the sanme reasons. Neverthel ess, the Chinese governnment has
invested mllions of dollars into its donestic 3G standard,
TD- SCDMA; therefore, sone Chinese wreless conmpany wll
likely receive a license to operate it.

China has the |argest cellular networks market in the
world and continues to increase its lead. Currently, there
are over 230 mllion nobile phone subscribers in China but
only a 16.2 percent penetration rate. Anal ysts therefore
predict that China will eventually be twice the size of the
industries in Europe and the United States conbined. There
is no doubt plenty of room for Anerican Wwreless
t el ecommuni cati on conpanies to get a piece of the lucrative
Chi nese wirel ess tel econmuni cation pie.
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